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Two major events in 2004 influenced
California’s economic conditions: the state budget
situation and the incremental interest rate increases
made by the United States Federal Reserve bank.

California’s Budget
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Throughout 2003, California’s residential real
estate industry grew substantially due to the United
States Federal Reserve Bank’s reduction of the federal
funds rate, the interest that banks charge one
another for short-term loans. The federal funds rate
dropped to a 45-year low of one percent in 2003,
precipitating a sharp decline in consumer interest
rates and an increase in consumer spending.
Beginning in June 2004, the Federal Reserve Bank
increased the federal funds rate by .25 basis points
on five occasions, resulting in a year-end federal
funds rate of 2.25 percent. These rate increases led
to higher rates on consumer debt and decreased the
demand for real estate nationwide.

Sources: United States Census Bureau and California

Acenriatinn nf Paaltnre

The following pages contain  additional
information on the major sectors of California’s
economy.
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